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A mission-centric approach to financial ratio analysis in the nonprofit sector
Abstract
Nonprofit organisations (NPOs) are melting pots combining mission, members and money. Given that the
mission of a nonprofit organisation is the reason for its existence, it is appropriate to focus on financial
resources in their association with mission and with the individuals who are served by that mission [1] [2]
[3]. Measurement of financial performance by ratio analysis helps identify organisational strengths and
weaknesses by detecting financial anomalies and focusing attention on issues of organisational
importance [4].
Questions have been raised that relate the performance of NPOs to their fmancial resources, their
mission and their membership. Addressing these questions is the key to analysis and measurement of
financial and operational control [5] and provides an appropriate analysis for past performance which will
help an organisation chart its future direction.
This paper analyses financial performance by concentrating on ratio analysis in order to identify
anomalies and focus attention on matters of significant concern to NPOs. It discusses the centrality of
mission in the use of financial ratio analysis and extends previous financial performance models to
develop one that can be applied to individual NPOs thus ensuring that financial performance analysis is
not carried out in isolation from any consideration of an organisation's mission: This is demonstrated by
adopting a case study approach and applying the model to a specific member-based NPO in order to
assess the organisation's past financial and economic performance and thus forecast its future direction.
The paper concludes by identifying the limitations of such an analysis and makes suggestions for further
application of the model.
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A MISSION-CENTRIC APPROACH TO FINANCIAL RATIO ANALYSIS
IN THE NONPROFIT SECTOR

Dr Anne Abraham
School of Accounting and Finance
University of Wollongong
Australia

ABSTRACT

Nonprofit organisations (NPOs) are melting pots combining mission, members and money.
Given that the mission of a nonprofit organisation is the reason for its existence, it is
appropriate to focus on financial resources in their association with mission and with the
individuals who are served by that mission [1] [2] [3]. Measurement of financial performance
by ratio analysis helps identify organisational strengths and weaknesses by detecting financial
anomalies and focusing attention on issues of organisational importance [4].
Questions have been raised that relate the performance of NPOs to their fmancial resources,
their mission and their membership. Addressing these questions is the key to analysis and
measurement of financial and operational control [5] and provides an appropriate analysis for
past performance which will help an organisation chart its future direction.
This paper analyses financial performance by concentrating on ratio analysis in order to
identify anomalies and focus attention on matters of significant concern to NPOs. It discusses
the centrality of mission in the use of financial ratio analysis and extends previous financial
performance models to develop one that can be applied to individual NPOs thus ensuring that
financial performance analysis is not carried out in isolation from any consideration of an
organisation's mission: This is demonstrated by adopting a case study approach and applying
the model to a specific member-based NPO in order to assess the organisation's past financial
and economic performance and thus forecast its future direction. The paper concludes by
identifying the limitations of such an analysis and makes suggestions for further application
of the model.
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INTRODUCTION

Nonprofit organisations (NPOs) are melting pots combining mission, members and money.
Mission is the central thrust of an NPO, the very reason for its existence [6] [7]. But there is
no mission without members. This centrality of mission and members means that although
NPOs are 'involved in the provision of health services, education, personal social services,
and cultural services of various kinds' [8, p. 5], they can be expected to differ from
organisations in the other two sectors (businesses and government agencies) which provide
similar services [9]. An NPO has also been defined as and organisation that has
'predominantly nonbusiness characteristics that heavily influence the operations of the
organization' [10]. To this end, an NPO may neglect to use accounting information to
facilitate organisational control. The key to this oversight is often related to the culture of the
organisation, and the very fact that it is not profit-oriented. Many NPOs started with a 'cause'

